ABSTRACT
INTRODUCTION
HE consumer price index CPI is a key decision making macroeconomic variable. CPI measurement leads to inflation calculation which is simultaneously used as a policy tool by monetary authorities and development economists as an indicator of the economic hardship that people in general feel. There are two other similar terms available in literature Cost Of Living Index 1 (COLI) and Cost Of Goods Index 2 (COGI). They more or less refer to the same concept with some sophistication in one form or other but those differences are not important for this paper. Interested readers can see ILO (2004) . CPIcalculation requires information about two components, consumption basket and price level. Consumption basket is normally inherited from some past study. The inherited basket is computed through a survey that tries to capture the expenditure pattern of a large number of representative households picked through proper sampling procedure. From expenditure pattern, a consumption basket is created which is considered as representative of household preference. This consumption basket is kept fixed for future reference. The other component, price level is computed through sample survey conducted at different geographic locations at a regular interval. Price of the fixed basket is then computed using price survey data. The price of the basket is then expressed as a percentage of the price of the basket at some base period. This quotient is then referred asCPI 3 . This figure tells us how costly the basket has become compared to the base period. CPI is also calculated following another procedure where the above procedure is run for n nos of households of a random sample to get individual householdCPI. At this level no averaging is done. Therefore, we get n nos. of individual household CPI s. Then individual household CPI s are aggregated to produce national or regional CPI. This aggregation is normally done following two schemes, plutocratic and 1 Term proposed by A. Konus (1924) 2 Term proposed by Schultze et al. (2002) . 3 Sometimes known as Laspeyres index CPI democratic 4 . Plutocratic scheme assigns weight in proportion to the household expenditure. The household that spends more gets more weight in overall indexing. Democratic scheme puts equal weight in every household. CPI following plutocratic scheme can be considered as realistic but it is biased towards wealthy households compared to the second one. Economic theory is not quite conclusive about the choice of weighting scheme. To put it another way a modeler can exercise her judgment to pick the weighting scheme according to her requirement. That however can introduce biases towards different income group of the society. Since construction of CPI in this fashion is essentially a formation of a group index, it is very important to keep parity among different individuals representing the group 5 . Following this vein researchers have found that inflation calculated using plutocratic index is not representative of average consumer. Muellbauer (1976) using UK data found that an average consumer (correspond to the official CPI) is in the 71st percentile in the household expenditure distribution. Similar measure for Deaton (1998) (2000) using USA data could not find appreciable differences between these two measures of inflation. Studies like these clearly show that there is a scope for further improvement of these measures. Specially none of the measures is biased towards poor. A welfare-oriented modeler would like to have a measure that would response strongly if there is any change in price pattern that affects the poor more than the rich. To the best of our knowledge such measure is absent in literature. In this paper, we are proposing a new weighting scheme that will be pro poor in the sense that it gives more weight to poor households compared to well off households. The remaining paper is organized as follows. The next section has a theoretical construction of the index and the subsequent section tests the sensitivity of the new index. The section after that has a description of a possible weighting scheme. Then conclusive remarks close the discussion.
THE INDEX
Let's consider an economy consists of a continuum of households each with positive income in[01]scale. This can be done without loss of generality. They spend their income on different goods and services. Based on their expenditure pattern each household will have unique CPI 6 . ThisCPI is expected to be dependent on household's income only through expenditure pattern. We are aware of the fact that expenditure pattern can be influenced by other economic and social factors but for the time being we are ignoring those factors and expressing household CPI as a function of household incomeCPI I. With income (I) in x axis and percentage households having a certain income in y axis we can get a graph that can be called as Income Distribution Function IDF compared to probability distribution function PDF in measure theory. It is not hard to comprehend that this will be a downward sloping continuous curve (continuity comes from assumption) with its integral value with respect to I equal to1.0. Its integral over income will produce Cumulative Income Density Function CIDF something comparable to CDF of measure theory.
As mentioned earlier, the existing two aggregation schemes are not pro poor. One of them (plutocratic) puts higher weights for rich households and the other one (democratic) puts equal weights on rich and poor households. CPI index will be 6 We can calculate that following Laspeyres argument group by how much they value their marginal income. If we use this as weight scheme then we implicitly argue that we are evaluating households according to the worthiness of their income. This will also satisfy the technical requirement as marginal utility is expected to be positive.
CONCLUSION
For understandable reason, we have not compared Plutocratic aggregation scheme with our new scheme. Comparing with democratic scheme, we have found that the new scheme is better in the sense that it reflects the condition of poor household more in case of increasing inflation. This scheme may not be realistic in the sense that it gives low weight to the households that spend more and thus become the dominant portion of the expenditure figure but it is "realistic" in the sense that it is giving more importance to the poor households which are affected more in case of an increase in inflation. It reflects the increase in hardship better than other available aggregation methods.
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